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Abstract 

This report examines factors which might be relevant for US policy towards Macau after it 
reverts to Chinese administration on December 20. 1999. It includes a brief background to 
the reunification, followed by the discussion of economic and social factors which make the 
case of Macau different for China than the case of Hong Kong, as well as Macau’s economic 
relevance to the United States. It includes a brief examination of the political status of Macau 
as a Special Administrative Region of China and of possible areas where controversy might 
arise concerning Chinese administration. This CRS report also discusses some implications 
for U.S.-Macau relations. Information on Hong Kong’s reversion can be found in CRS Issue 
Brief 95119, Hong Kong after the Return to China: Implications for U.S. Interests , by Kerry 
Dumbaugh. This report may be updated in the light of changed circumstances. 
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China and the Reversion of Macau: 
Background and Implications 



Summary 

On December 20, 1999, the Portuguese territory of Macau will revert to Chinese 
administration after four hundred and fifty years of colonial rule, to become a Special 
Administrative Region (SAR) of the People’s Republic of China (PRC). Macau has 
technically been Chinese sovereign territory since 1979, when China and Portugal 
established formal diplomatic relations and the two countries decided that Macau was 
a Chinese territory under Portuguese administration. On December 20, the PRC takes 
over administration of the territory. 

At present, policy-makers are examining the U.S. stance towards the future 
SAR. On the basis of the PRC’s promise of autonomy for the SAR in all respects 
except foreign relations and defense granted by the Basic Law of the Macau SAR, 
Representative Bereuter and Senator Thomas have proposed the United States-Macau 
Policy Act of 1999 (H.R. 825/S. 1430) patterned after the model of the United 
States-Hong Kong Policy Act of 1992 (S. 1731/P.L. 102-383). 

The two Basic Laws governing Hong Kong and Macau after their reversion to 
China are effectively very similar, granting largely the same degree of autonomy to the 
two SARs. Significant differences exist, however, particularly in the commercial and 
economic foundations of the two territories. The economy of Macau is based mainly 
on a large gambling industry, and other leisure sectors. A general weakness of this 
economy, as well as a significant crime problem in Macau, will present the Chinese 
government with problems very different from those which it faced with Hong Kong 
in 1997. In the reversion of Macau, China may well face economic and social 
problems. 

The potential exists that China may act in such a way towards Macau that it 
could be judged as infringing on the autonomy of the SAR or as denying consular 
protection to foreign nationals, especially in the case of Macanese residents who have 
chosen Portuguese citizenship. Furthermore, the way the United States forms its 
policy towards Macau and Hong Kong as SARs may be judged by some observers as 
reflecting how it would relate to Taiwan if Taiwan were to reunify with China under 
a similar “one country-two systems” model. 
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China and the Reversion of Macau: 
Background and Implications 

Congressional Interest 

The territory of Macau reverts — after 450 years of Portuguese rule — to Chinese 
control on December 20, 1999. In order to set forth U.S. policy with respect to 
Macau, provide statutory authority for Macau’s treatment under U.S. law, and 
provide a framework for U.S. -Macau relations once Macau becomes a Special 
Administrative Region (SAR) of the People’s Republic of China (PRC), the United 
States-Macau Policy Act of 1999 (H.R. 825 [rep. Bereuter et al.] / S. 1430 [Sen. 
Thomas et al.]) has been introduced in Congress. The act effectively proposes to 
continue to treat the Macau SAR as an entity in most respects independent of China. 
It is similar to the United States-Hong Kong Policy Act of 1992 (P.L. 102-383), 
which provided statutory authority for Hong Kong’s treatment under U.S. law after 
its reversion to China. 

This issue acquires additional, potentially greater, significance in the relation 
between the reversions of Hong Kong and Macau to Chinese administration, and the 
possibility of Taiwan’s eventual reunification with China itself as an SAR. U.S. 
relations with both SARs are likely to be scrutinized as forecasting the United States’ 
likely relationship with Taiwan if Taiwan were ever to reunite with China under the 
same “one country-two systems” model. The purpose of this report is, therefore, to 
outline the circumstances of Macau’s reunification with China, raise issues with which 
the PRC must deal when it assumes control over Macau, and draw implications for 
U.S. policy towards Macau as an SAR and as a potential model for a similar situation 
involving China and Taiwan. This report provides background on Macau, an 
overview of its economy, the political situation there, some problems that may occur 
there, and some implications for the United States. 



The Background to Reunification 

When Macau becomes an SAR of mainland China on December 20, 1999, it will 
do so under circumstances similar to the reversion of Hong Kong to Chinese 
sovereignty in 1997. The same “one country, two systems” formula is being followed; 
the Joint Declarations under which they revert are in many respects similar; and the 
Basic Laws under which they are to be governed are also similar in many key aspects. 1 
Significant differences exist, however, both in terms of the history of Western 



'See David W. Chang and Richard Y. Chuang, The Politics of Hong Kong’s Reversion to 
China, Macmillan, 1998, ch. 2. 
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sovereignty over the two territories and also in terms of their economic bases, such 
that the example of Hong Kong cannot simply be assumed to hold for the case of 
Macau as well. 

Hong Kong came under foreign rule much later than Macau: The post-Opium 
War treaty of Nanking 2 in 1840 was followed shortly by the addition to Hong Kong 
of Kowloon and the New Territories, in 1860 and 1898, respectively; Macau, on the 
other hand, was first settled by Portuguese merchants, who began official trade with 
China in 1553. In 1557, the Portuguese acquired permission for permanent residency 
and then acquired the de facto rights to govern Macau beginning in 1573. In 1887, 
with China weakened by the Opium Wars, Portugal concluded a treaty granting it the 
right to perpetual jurisdiction over Macau. 3 For much of its history, until the British 
colony of Hong Kong gained significance in the mid 19 lh century and came to 
dominate trade in the area, Macau served as the principal entrepot for trade between 
the West and China and Japan. 

Thus, Macau’s association with Portuguese government and culture significantly 
antedates Hong Kong’s with Great Britain. Moreover, the prospect of the return of 
Macau to Chinese government was raised much earlier than was the case with Hong 
Kong. Twice Portugal offered to return Macau to China: In 1966-67, after the pro- 
China riots in Hong Kong and Macau, and subsequently in 1974, following the coup 
d’etat in Portugal, during the period when Portugal relinquished its other 
colonies — such as Timor, Mozambique and Angola. 4 In 1974, China, in the midst of 
the Cultural Revolution, declined to undertake the administration of Macau. 
Technically, Macau became a Chinese sovereign territory in 1979, when Portugal 
established formal diplomatic relationships with the PRC. At that time, the two 
countries agreed that Macau was a Chinese territory, although the agreement 
provided for it to remain under Portuguese administration. 5 

In June 1986, after discussions concerning the return of Hong Kong had begun, 
China and Portugal began negotiations for the return of Macau to Chinese 
administration. This resulted in the Sino-Portuguese Joint Declaration of 1987. In 
many respects, the Sino-Portuguese Joint Declaration resembles the Sino-British Joint 
Declaration over the return of Hong Kong. 6 The most significant difference in the 
context under which the two Joint Declarations were conceived is that, while there 
was no question of which country ought to have sovereignty over Macau, Portugal 
having been willing to relinquish sovereignty in 1974, Sino-British negotiations had 
temporarily stalled over the possibility of Great Britain’s retaining sovereignty over 



2 See Consolidated Treaty Series, vol. 93. 

3 See John K. Fairbank, et al., East Asia: The Modern Transformation, Boston, Houghton 
Mifflin, 1965, p. 343. 

4 See CRS issue brief 98018, China-U.S. Relations, by Kerry Dumbaugh. 

5 For an excellent overview of this, as well as a general disussion of the issues involved in the 
reversion, see article by Beatrice Leung, in Asian Affairs an American Review, Washington, 
Spring 1999. 

6 For a detailed breakdown of differences between the two treaties, see Chang and Chuang, The 
Politics of Hong Kong’s Reversion to China, ch. 2. 
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Hong Kong after it returned to Chinese administration, which was subsequently 
rejected. 



The Future 



Macau’s Economy 

The Scale and Basis of the Economy. Compared to the economy of Hong 
Kong, that of Macau is relatively tiny. Moreover, where Hong Kong is established 
internationally both as a trading center of East Asia, and also as a financial center, 
Macau has become increasingly marginal in these respects since the mid 19 th century. 
It is only in a very limited field, viz., gambling and leisure, that it is of major 
significance throughout the region. This small scale may be seen both from the Gross 
Domestic Product (GDP) of Macau, and also its volume of trade with the outside 
world, shown in Table 1. Its GDP of $7.3 billion is roughly the same size as that of 
Angola, Jordan or Bolivia. Although on a per capita basis Macau’s volume of trade 
and GDP are relatively high, this is tempered by the small population of the territory, 
which has approximately 450,000 inhabitants. 

Table 1. GDP and Volume of Trade for Macau 

(Millions of U.S. Dollars) 



Year 


Imports 


Exports 


GDP 


1995 


2,033.4 


1,989.2 


7,410.2 


1996 


1,991.3 


1,987.3 


7,282.0 


1997 


2,075.4 


2,141.2 


7,309.0 


1998 


1,949.6 


2,135.5 


N.A.. 



Source: Direccao dos Services de Estatfstica e Censos de Macau (DSEC); converted from 

Macanese Patacas at the fixed rate of 8 MOP per U.S. dollar. 

Macau’s economy depends largely on gambling. A monopoly held by the 
Socieclade de Turismo e Diversoes de Macau (STDM), the society for tourism and 
amusements in Macau, a company run by Hong Kong businessman Stanley Ho, 
controls the gambling industry of Macau. The relative importance of STDM within 
the context of Macau’s economy is evidenced by the significant proportion of 
Macau’s total public revenue which comes from the approximately 30% tax levied on 
gambling. In 1996, for example, Macau collected US$ 630 mil li on from STDM, more 
than 40% of government revenues. 7 In the same year, STDM had revenues of more 
than US$ 2.1 billion, out of a reported GDP of US$ 7.3 bi ll ion. 8 Furthermore, STDM 



1 ASIA , INC., August 1997. Statistics for other years available from the Autoridade Monetaria 
e Cambial de Macau (AMCM). 

8 For comparison, the State of Nevada collected approximately 497 million dollars in 
percentage taxes on gambling for the fiscal year of 1998-1999, according to a press release 

(continued...) 




